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ME1R.ANDJM
 

TO : Anthony J. CauteruccA Director, USAID/Guatemala
 

FROM I , G/AiT
 

SUBJECT: Audit of USAIl/Guatemala's 
 Program Development and 
Support Funds 

The Office of the Regional Inspector General for Audit/Tegucigalpa hascompleted its audit of' USAID/Guatemala's Program Development and SupportFunds. Five copies of 
the audit rnport are enclosed for your action.
 

The draft audit report was submitted 
to you for comment and your comments
 are attached to the report (See Appendix 1). The report contains tworecommendations. Recommendation No. I(b) is considered closed and
reqires no further action. Recommendat ions Part l(a) and No. 2 areconsidered resolved and will be closed upon completion of planned orpromised actions. Please advise me within 30 (lays of alny additionalactions taken to implement Recommendation l(a) and Recommendation No. 2.
 

I appreciate the cooperation and courtesy extended to my staff during the
aud it. 
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EXECUTIVE SIJWt'IARY 

Program Development and Support fomnding was designed to finance project
identification and development activities that are necessary to get aproject underway before the project agreement is signed. It can also beused to fund program evaltuations, sector assessments, and other specialstudies. To provide Missions a nd representational off ices wi thclarification of what Program Development and Support funding should beused ,or, Lile Latin American and Caribbean Bureatu issued its firstguidel ines cat egori zing appropri;ate uses of these funds on April 7, 1987. 

The Off ice of the Reg ional Inspector Ceneral For Atdit/Teg ucigalpa
performed a compl i ance atu i t of ISA 11)/!tratemal 's use of ProgramDevelopnent :ind Support find ing. The object ives of the atuldit were todet erli ine wlliemllhr IISAI)/tia t ema la had Plrog rainprog rammed Devel opment and
Stupport ftinding for activities and projects that were in compliance withAgency and Bu,reau gilide]ines. [ie aidit also evaluated the adequacy ofadministrative cointrols ieiover programmi:rg of Prograim Development and 
Stupport furding. 

The audit found t ihat approximtat ely one-thi rd of ISAll)/C atemuala's Progran
Dove] opimento an! ,thipport fidt ing was p rog rairried for act ivit ies a ndprojects that wore iot in c,;ripliiance with Agency arid Bureau guid li ies,
and that "lission administrail ie controls over tile programimnigig of this
 
fund in needri to be improv .ed
t 


Early in the air lit, llSAI1)/Giuaterma l Program Office 
staff took ptrompt

action ard 
deled the prog ramning of 8 of the 11 activities identified

1, the as
audit tearn inappropri ate uses of Program Development and
Stipport ftinding. The other activities were in compliance with new, moreleniecnt rilwdance issured by tI.e [at in America Car bbeanand Bureau on

August 13, 1987. Mission officials stated that 
their policy was to be in
full compliancc\with the Bureau's policy statement. They added that, due
 
to tihe 
 Agency's broaI ard ohsct re definition of Program Development andStipport activities, previotis fiunlding 
hadl been seen as a flexible fundingsource that coldt1 be ise(I to 
fi nance a variety of untforeseen requirements.
 

Tine atudit 
 fou nd that over $750,000 of the llissior)'s $200,000 in Program

Developient and Sirpport prog ranied 
ftunding wa-s reserved or obligated for
 
act ivit ies ti;t twer( lot app-ol)ri ate or in c"inpi iance with 
Apency aind

IAC/Bur ,'aui friliding criteri a. 
Also, significa nt airtol'ltts of fiuiding that wa,s int rtdlI to be d al t hen liqiidatred (hiring a 12-month periodohl iga t I 
was 1l)ol !nlit fo-w;ird e Fisc:lint o fiuturt a 
years anid rot liquidated intil 12

to ( montVl. aitr the ofdlate oh] ig: tion. In addition, Mi ssiol
 
procedures to Innitor year-e d ro 1)eve Ioplit
alliln aid Suippo rt spe iing

pracrices alri t. prog rim amild reconc iIe )Iog riiammed ftind s Ileeled
 
imp rovelte .t 

Prop ramn l)e ye],ie itet rrppor t gverera IIvQ an fumnd i ig was i nt Ieli to ftirkl
 
short-termn pro iect 
 ident ifi(atiion, developierit, and design activities

tlhat ctlr before thle sigrnin of the project igreemutenit as well as certain 
post- i p]emint at ion activity, sich as eva]lmations. The obligation ofsich 
ftinds was to he fully ligtlidateI within one year. A review ofUJSAI P/'Guatemala's proposed and on-going Program Development and Support 
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activities indicated that approximat:ely one-third of the funds was
reserved or obligated 
 for activities that were not appropriate,defined by i nt er i ilreau1 i-y gindle Iines. 
as

11 Also, significant amountsof pri or year Programn Development and Support ohl igat ions were carri edforward into subsequent fiscal years and l iquidated 12 to 36 months aftertheir dates of obligation. Past vague Agency guidance had allowed foroverly broad interpretations of what funding could be used for, andresulted in iunintended uses. In light of decreasing operating expensebudgets, Prog ram D)evelopment and Support funding also helped financeincreased Mission staffing needed to manage a growing Mission portfolio.The Mi ssi on' s use of P.og ram Development and Support ftnd i rig tosiuppl('ment Mission operating ,xpese bidgets and project financial planshad effectively all owed the Mi ssion to exceed Agency and Congressionallyapproved iuidget i imitat ions. The report recommended that Mi ss i onoff icia]s review the appropriateness of Program Deyelopment an Supportfunded act i vi t ieus, change t of I1lefind idng programmed and on-go rigProgram Developmenit and Support activities, and aissue Mission Order toprovidle instriction to Missini personnel For ise of funding. The Missionagreed with t his rcommenI at ion anI requested closire of section 1(b)because the 11 quest i(n act i vi t ies had it hver been deleted fromprograii rig or a re now in compIliance with]i wono I beral gui dancelhe Lat in America and Caribhean Bureau on Aiqgust 13, 1987. Part 
issued by

1(b) ofthe recommendat ion closedi s lupori i ssuance Of tLie report. 

No tJSA] ll)uat nna Ia Mission Or, "existed regarding procedures to selectand track tHe Mission's Piogram Developinent and Support activities andexpenit ii res. Althoughi th lissi o Program Office's intened procedurewas to select Program Development and Support activities From formalrequests stibmi tl td by Mhission cliefs,branch ftinding was sometimesreservedt arind niniioe] fo actmm t hat were onlyi vi ties approved on aninformal basi s, wi thoit wri tten just ificalinns of how the proposedact ivitv was appropriate or a description of its planned purpose andOuitpuil . Therefore, pinrpo,,sthe and outputs of these activities wereconfused aid some i ies mi li i irprete(d. In addit ion, Prog ram Off ice person inelresponsil Ie for inonitoring the Missio n'.sand Support accOlllu were Sm-e the 
Prog rain l)evelopmentnot aboit financial status of mIiany, ofthe prog ramiiied act ivilties because they were not always provided copies ofthe act i vities' commii tiient and obl igat ion documents and because areconciliation was not prepared theirof status reports with the officialrecords and the Controller's financial reports. aSince reconciliationof the different data was not made, Program Office personnel thatscheduled new Mission activities did not have accurate financialinfonat ion about tie avai ahihi ty of programmed funds to financeactivities. newTfli report- ec oimienlIeed that lISA [B/Guatenla prescibeadministrative procve ilr-s to prmg ramli and mon itFor Prog ran Dev-lopment andSupport: at i viit:i es and rvcoic ile these acti vities and progra m'ifunditIhe rigdata wit h official Mission cccrd s. The Mission ag reed with therecoimiienltat iOn, which bewill closed upoti receipt of anl appropri ate 

Mission Order. 

- ]1i 



AUDIT OF
 
USAI I)/GUAM.LIALA' S
 

PROGRAM DEVELOPMEN T AND SUPPORT FUNDS
 

TABLE OF CONTENTS
 

Page 
PART I - INTRODUCTION
 

A. 	Background
 

B. 	Audit Objectives and Scope . . .......... .
 

PART I[ - RESULTS OF AUDIT .... ..... ..................... 
 3
 

A. 	Findings and Recommendations............. 
 4
 

1. 	Questionable Uses Were Made Of Program Development 
and Support Funding ....... ................ 4
 

2. 	 Administrative Controls over Program Development 
Support-Funded Activities Needed to be 
Strengthened ..... ... ...................
 9 

B. 	Compliance and Internal Controls ..... ........... 12
 

PART IIl - EXHIBITS AND APPENI)ICES 

A. 	Exhibits
 

1. 	Questioned PD&S Activities
 

2. 	Summary of PD&S Funding Utilization
 

3. 	Mission Operating Expense Budget Allowances and
 
Cumulative Operating Expense Obligations
 

4. 	Mission Staffing Levels
 

B. 	Appendices
 

1. 	USAIlD/Guatemala Management Comments
 

2. 	LAC Bureau PI)DS Guidelines
 

3. 	Report Distribution 



AI TI)IO:1 
lJSAID/GJATDiIAA 'S 

PROGRAM DEVELOPMENT AND SUPPORT FUND
 

PART I - INTRODUCTION
 

A. Backg round 

Program Development and Support (PDS) funds are portions of Development
Assistance appropriations that are alloted to each geographic bureau byAID/Washington. Within the Bureau for Latin America and the Caribbean(LAC/Bureau), PD&S funds are distributed to A.I.D. field Missions throughon-going PTD&S projects. Each Mission is programmed one PIAhS project for
each corresponding Development Assistance account: Agriculture, Rural
Development and Nutrition, Popliation Planning, 
 Selected Development

Activities, etc.
 

Program Development and funding was
Support designed to finance project
identification and development activities that are necessary to get aproject unhenway before the project agreement is signed. PD1)S funding
can also he used to fund program evaluations, sector assessments, and
other special studies; however, it is not to he used for costs associatedwith the normal implementation of a project or for operating expenses of 
the Missions.
 

Program l)eve lopment and Support activities are defined in A.I.1). Handbook
18, Appendix D, as those activities whose purpose is the identification,
design, and evaluation of programs or projects where such activities 
cannot he easily or appropriately charged to the individual project
activity. The imprecise definition of eligible PIS activities has 
led
 
to a variety of interpretations of 
the use of P1DS funding.
 

To provide Missions with clarification of the appropriate uses of PD&Sfunding, the Latin American and Caribbean (LAC) Bureau issued interim
guidance on April 7, 1987 categorizing appropriate of PDI&Suses funds.

The LAC/Bumreau's PD S policyi nterim statement emphasized that fund i ngwas to be used for activities of a short-ternm nature, i.e. 12 months orless in duration, and that P)S funds are not to be used as a substitute
fcr othi,r fun(iliig sources such as operat ing expense and projectassistance Funds. Since the issuance of our preliminary findings, the
LAC Bureau issued on Aigist 13, 1987 additional guidance and criteria onthe uses of Program 1)evelpmwnt and Support funds, based on Mission 
comment s.
 

B. Am dit Objectivvs and Scope
 

nTe OfF ice of the Reg ional Inspector General for Audit/Teguicigalpa
Ier[ (oiil a compl i re am li t of IISA I D/Gua t ema Ia ' s use of Prog ramDevelopmen t and Suipport funds. The au(dit was liited to currently

obl igated and proposed 
 fund ing, acti vit ies. The audit team made its
review dirrin, 1tli, period lay 29, 1987 thiouli hily 1987 and24, reviewed
IISA[1)/Gilatemnala Prog ram v andl)ve opment Support act i vi ties lthat wereon-poinp and prposed for Fiscal 'year 1987. Jun tMis
As of d, 1987, 
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includoeO approximately $2 million of th, Mission's $2.2 million in
prograrmmed PI)TS t md ing. In addition, the audit Leam made a Wliited 
review of Fiscal Year 1986 PD&IS year-end obligations. 

The objectives of the arid it were to determine whether USADlJ/Guatemala had 
progranmed Program DeyelopMnt and Tippnrt funding for activities andproj cI5 li i t weo( inl compliance with Ag,ncv arnd Bureau guiidelines, and 
t-o ev Ila Ie t hoe adequacy of t he dlimi ii st 1 LIi cont rol s theOe over 
programmin ,f sIuc und ing,. The atdi t team' s work included intervi ews
anl tirsicns wilmw misqiorn olficinls and project contractors, a review 
of pertinent > i ssin poi e files,f Program1 Develorpment ari Support
activii ' fi les, pro.rarmrmin g reports iI1 o rgting ents.aiga i doc 

'he arlit team's r,vi 1;, of corrrplliiur e arnd internal control ,,'as limited
io the findings of this report. Ite Mission' s use and control (If Program
I)evelopmnt ant ,.upport. funding had not been auit ted previotIsly. The 
audit was conduct ed in accrd(ance with genera llv accepted government 
auditing standards. 
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AUDIT OF 
ISA I I)/ GIJATIIA1A 'S
 

PROGRAM DEVELOPMENT AND SUPPORT FUND
 

PART If - RISIJLTS OF AIUDI'T 

The audit found that approximately one-third of USAID/Guatemala's Program
Development and Si pport (Pl)DS) funding was programmed for activities and
projects that were not in compliance with Agency and Bureau PD&S
guidel ines, anl that M.is :ion ai tmini strat i ye controls over the programming 
of PD!&S ftunding needed to be improved . 

Early in the audit, iSAI P/Guatemala l'rog ram Off ire staff took prompt
action and deleted the programming of 8 of the 11 PD&S activities 
identified I, the audi t team as inappropriate uses of Pl1TS fuiding. 'ie
other activipies were in compliance with new, more flexihle guidlance
isstued In the fatin American and Caribbean Biuieau on August 13, 1987. 

M,,ission official tated that tlleir policy was he in ful1to compliance
with t lie Btem;' s T1)1S pol i cv statement. They ald((ed that, due to the
Agency's brnad and obscure dlefinition of P)f)S activities, previous Pll)S
fun]tin!! had been swn as a flexible funding soice that could he used to 
financu a vari et)" of irforespe reqiii relientS. 

The ltl it foind that over $70,000 of the Mission's $2,200,000 PD)S
prograr:de funding was reserved or obligated for activities that were not 
PlDfS-Wnated or in compliance with Agency and LAC/Bureau funding
criteria. Also, significant amcounts of PID&S funding intended to finance 
short-term acti vi ies of a dtrat ion of 12 months or less was brought
forward into futire fiscal years and not liquidated until 12 to 36 months
after the dfate of ohli gation. In addition, Mission procedures to monitor 
year-end Pl)S spendin,, prac tices antd to program and reconcile PI)&S
progralnnecf filth]s neecft ilmlprchip ivoet.ent 

The report recotniilendis tihai Mission officials 1) review proposed and
Cutrrentlv obligated Pl0;i act ivities for proper funding sources and halt 
10S funding ofr 11 activities that were identified during the auidit as 
inapprop~riate uses of PtKS fuling; issue a2) Mission Order to provide
appropriate instriction to Mission personnel on the of 1)f)F5use funding;
and 3) issue a Mission Order that prescribes administrative procedures to 
program and monitor PI1JS activities an I rec oncile PD'S activities and 
related progr am fuindiig data with official Mission ruc,rds. 

The Latin 1iAmerican and Caii-,hhan Buireau cabled additional guidanc-e on tie 
use of I)(vci and Support funds Algiust 13, 1987 after theProg rat lopment on 
exit coference withi tlSAIP'Giiatenal a officials. This guildance provided
the \liss ions wi t:1ilmore flex ihi Iity in ifetermining appropriate uses of
I),S fi intg and] a dol lar Iitiitation on such activities. Some of those 
activit iWs we had previoislv ident if ied as inappropriate based on the
April I9 7 gtuJ(lance were uoitsiderel appropriate iider the new guidance,
restl t llig in the closi ng of Recomnimendat ion l(h) shown itn t lie Findi ngs and 
Recomnttend lions sect ion of thi s report. 

-3 



A. 	 Findings and Recommeinedations 

1 	 Questionable - Uses Were Made of Program DevelopmenL and Support Funding 

Program I)el)opmenl and ,Support (Pl),S) funding was generally iWtended to 
fund short-term projec t id(hnt i Ilcat ion, d(ove I opnient , and design
IC t i vi tit I hat oc 1icuNfo o t he igii! o' Ifie project aigreemnent as we] I
;S certaini post- iiiipl(iv ntLat, ion ac livities, such as evaluat ions, for
examip le. 'he ohligoa t ion of such fumds was to he fL"ll), Ii quidlated wi thi 1n
01t, Yei I. .\ i ;i'i.' t)rnpOSvolIt I lA' , on-oinp I D S) (rlateia atnd 
Ict ivit ies ii. licatd t hat ,ipp rox imat eIV one-thi rd of t he M1i ss ion' s 
prog rammied ,operaI i np year ihdget was reserved or ohi gat ed for act vi Liesthat were not PDS-re lated , as (ef i ned 1, i nterim Bti]eal Pl)FS pol icy
guidelines. Also, significant amounts of prior year NII)S ohl igat ions 
were ca rri e forwa r! i nto sirhsequent i sca I years and I i u idated 12 Lo 36
mniths after thei r dates of ohl igat ion. Past vaue P6,5 gi Wlance had 
allowed for overlv broad interpretat ions of what 11S' fuind bn con l, Ie
used for, and resulted in muinIende(! uses. In light of decreasing
operat i n, expense hulget s, PITS fi ntinp a] so hlpedl finance inc-reased 
Mission staffing to manage a gronwing! project portfnlio. The Mission's 
use of PDAhS funding to su)pleenl Mission operating -xponse budgets and
project financial plans hadl effectively allowed tl,,i Mission to exceed 
Agency and Congress ional v appropvel hudg et 1imitat ions. 

Recommendation No. I 

We recommend that UlSAIlf/(uatemala: 

a) 	 perform a comprehensiye review of ohligated and proposed Program
bevel opment and ; ipport activities to ensure they are in compliance
with current latin Aimerica and Carib-hean Bureau policy, and provide
the Regional inspector Genera /And it/Tepnc igalpa with results of the
review and an", rovisi onn jade to tlie Mission's Prol ram Development 
aid Slppolt Statuins Report a nd 

i) 	 provile evilence t la the 11 inappropri aLe ,nn--poi ng ard proposed 
P in l}eve lopnlt and S ppo rt ativi t ies were not funded with
Proprami l)evelopmentr and Support. fuinds sirhseqren to April 7, 1987, 
tIe 	effec, i ve date of the Bureau's Pol icy Statement. 

Recommendaltion No. 2 

We rec omend t iat ISA] P/GCrrat emala issue a Mission Order providing
detai led ilist rlucr ions on the uise of l'rog ram I)evelopniment anl Stqpport
fund s. The P.1iss io ()Irder shorld irclude procedures to review year-end
Mission 1Pr",Iram Dew Iopment and Support proposals to verifv that the 
act ivit i OVe,,tt hl1e criteria as appropti ato ises of Programri l)evelopuent 
and Srupp ort f-t1n]g, 

Di Sc Q I I 

Prograin Deve.lopment and Support ( IT6,S) activities are defined in A.I.).
landbook 18, Appendix D, as those at ivities whose purpose is the
identificat ion, (lesign), and ilat of proprams or whereeva I Ion 	 projects surch 
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acL iviL. ies cannot be easi ly or appropriately charged o the individual
project or act ivi ty. Phis vague definition of eligible PITS activitiesled to a variety of overly-broad interpretations of appropriate use of 
PI)&S funds by LAC Bureau A.1.1). Missions. 

To provide Missions with clarification of wirat PI1hS funding should beused for, i n Apri 1 1987 the l.at in Amrlerica and (UIrilbhean (RLAC) Blur(auissued interim PlThS policy guidance that categorizNd appropriate uses ofPITS funds. (This PlIS policy stateent along witi additional A.I .B.
evaluation and andit criteria is summarized in Append ix 2.) 

Based on tihe criter~ i n the LAC Bureau policy guidance cable,IISAI P/Guatemala had approx imat ev one- thi rd of the Mi ss i on ' s PITS 
prog rammed ope rat i ng year bidge t reserved or obi ,at ed for act i vi ties
that were clearly not P)'S related according to the April 1987 guidance.These activitiies and expenditures included planed furrding of salary
contracts for long-term Mi ssi on employees, a commrodity purchase, and PETSfunds reserved and obligated to finance project ev1luiations and audits.
PITS obligations were carried forward into srrseqtrent fisca years andliquidated 12 to 36 months after their date of ohligation. PDIS Fundsie re also use0d to finance tlre Mi ssion's increased staffing requirements.
(See Exhihit I for a listing of qrresr ioned activit is.) 

nf tire $2 million in hudgeted ITS funds rvviewed by the air it room, over
$700,000 in Mission approvao hS were 
act i vi ties tHat shrnrld he appropri ately funded i ith operating expense,
t rust funrd, or proj ect assi stance funds. 

ii) funis reserved or obligated for 

For exarip I , IJSA l)/Gi(la "11i coat racted a II.S. Pe rsoa I Service
Cot ractor ( ,SC) on Jily 15, 1986 to work for a two-year perliod as aneduca ional advi sor wi tlh a Mi ssion non-formal Pdircat ional project. Amongother durt i es, 1 ie cont rac tor was respois i)1e for rirori tori rig the
implrrmentation of the proj,.l arid p'rforminirg irost of the nornial dltiesthat a .S. dirct -hinre project officer w-oilh perl orn, such as preparinrg
implemirein at i on Ie I er-s aP ,)erli ob iiat ion dcIrIIr t s, igrg, forn a ranr 
part icipanl t rai ni rig, aird ccorl i nat i rg the t)iirchase of projectc mmod it i s. 1h r1no mact or was al so resp, nsi ble for supervi si ng ". . . the
work of pro ,ject consunlta ts in tho areis of administ ration, bidgetirip,land)J ateri al development . . ... ,, ven thIor h the duties Iisted in thecontr;clor's stalr(erlt of w"r were clhearl% within the classification of opera t i nl!expens.es (oi ai i dl it) Iantiook 18, or possi hly at tri hutable
project expenses, as of JRrv 24, 1987, Nl ( himling of $107,577 was 
coiii tnl to filrin(ce the cowts of the perstal, Service con rat and 
$82, 509 wan di sbirsed to pay sl irv and support parvlnnrerts.
 

AI so, ;a l'l)[ - frrli,d I ii It (, scope ag ver;reri was e,.ecuted be tweenIISII),' Gnat eonl;n; * iii1 the (;o(rv-irrrierr of GItan 'lgnl (C()(;) on blm;lf of a COGecollollic- plirr iri, , ,,inuit tee. Althougl tie ti Ile of the act ivi ty was''a i iii ig Ass i swarie ,ri ", tire agroeurleit ' n priinal-y p i-pose was toprvide ( o linnsion with fuiiIsk to br a porsorIr coillpitC ,sYt1 ii valued 
at $17,000 for Ilie tomrripit e. 

Project aid its arid ova lirat ion1s an of June 4, 1987 arCOimnavd for over$400,000 of the liession approvel $2.2 million in prog ranurr1 1'I)'S funds. 

-5
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A reViow o f t Il s(. evl1 I ol'; and aH(Iit S i Id iCatd that of t he 1'1 
proqrantlil! actiVi Lios were ioj oct-specifiC evalattions and audits thatwere actuol ly nornma project inoni tol-i ng Fequ rerurents necessary for the 
implmentaLi n and post- imp lm tOint:n review of the project, and as such
 
were appropriate project cost.s 
 that should be financed witLI project
ftnS. P.o K nd instanoes whore 1)1 funds were p rogrammted as a p ro j ec tWe 
funding, subsidy to Fi na"ce proj,,ct evaluttions an!( audits Il;It ; a) were 
required and l)tlgel(,ed for in tho project agrwemeti, b) we, not requ i red
 
nor budot ed for ini Ili pioject agreement, or c) w;ere re(tuired but not
 

Ii p 1i()t It'Otem
b ldot ,' l (II tl ) Jo" I 1 t1. 

The LAC uterau's policy str,sses, thIat Pl)1S funds wert- intended to fun]
short-tern (12 months or loss) project dev velopment and design

activities. 
 An ;q iI,! of PI); act i vi tV oli ,at iots, di sbrsements, anduinlicii dtittol , d)li.!at imis ftor F i scaI years 1983 through 980 indicated
that sil if i:ait "tn )t!o lau)ns; Fund ng were cnrri ,,] forwai d into f irture
Fiscal years, awlt stblSeqtttl Iv lqu idated over a period of 12 to 36
nontiLs (,o IEhihit 2). Flr exaiple, in fiscal year 1985 IJSAI1/,Gtatemtala 
had a )I,8 btltl'l allowance t- $.{1,330,000 with ye\alr-end obli galions Of 
$1,315,000. 
 But i f that $1, 3!1,(000 aoligated hiilance, nliqtidated

ohl igat ion, ( tiind i Cursed tunds), of $1, 078, 000 we rf carri te forward i nto

fiscal v":t r a tiqui
10 86, uI dat ed ohl igat ions of $ 391,000 wenl tbrought
fo-war., i It f iscal year 1987. As t 1987 

$183,000 of fiscal year 198 and
 

of Orch- 1, app rox iitately 
ol iat ions w.ere .sti ll out sltandi 11 

nili qulated. I.AC ,ni-ta po ic gu i dance pit into effect i n April 1987
clearly statedI that I1)lS oI igat ions are to be liquidated withini 12
 
monthis of the datt, ohligatod.
 

\ lIii it od 'oviow of y(;n r-et l PlS spending for r iscal vnir 1986 forirld
 
that , in at least one i ri <ice, 
 a Il)1S I iiti ted-scape agre(inemit for 
$ 162, 000 was sitend on SeptLnbc r 22, 1986 to oli pate available year-end
PI)thS funling. As of Jully 17, 1987 the contract to performit the grallt's

I r'qest activity, a ;117,000 couintry-wide hloiCrilphic study, had still
 
not b)en0 iwlrdei. 
 A i ,ssionofficii] cit d( cr! iat ion pr'obleils a',Id
delays ill r thelti c(ntr;,ci a ithe priiiar rt.asoiis for the activity
being lnhind scloidul1, ais!st atedt !hat tie sttidy sioild )e cotmpleted by 
Sept(emblr 1987. 

Finally, PDlTS funds wo'e' also tisd tio finance the Mission'"s increased 
staffi ng re(frri rrients. A review of IJSAIDi'Guate)al a staff itg patterns
since Septeimlber 30, 1982 iiicated that Mi ssion st-aft ing level s increased
drannat ca Fallyi F i seal yearsm c 1982 through 1987, e:vei thotugh i'ission 
operating expense biudgets steadi ly decl ined. From f i sca l year 1982 
through 1987 Mi ssion "on-board" staffing strength (i.e. U.S.
direci t-hir eos, I'ersioal S rvics Coot I'ors, for'igni rat ilonls, a nd 
emrplo yees deltai led fromi o1her igeccies) r'ose from a total of 52 eiployeces 
to a Ono 1987 staffi rig S reig th of 1l3 soe lxhiblit s 3 atnd 1). 

The i ic iait I i s ioui stafF i rn i .St reil t was plimli 1)' Fi tlic(d witlh the 
avai labilitiv of hiobt,-c(mlii v r uist Funds a l ocail cost sipp))rt , hut. !IlJQf;
fnllndiQ also playod a r >1i ssion (ontrol le 

P&S fuind, hljid boon rs!( 


p it. pi'sonrtinl 5t;atled that 
ini tire past to li i filnitn'ce t.lie i nc reased 

Mission staff and ol her ro(pri llrerients when ot/ther findi ng soiiroes were! not 
available. For txatip10, at tie eiid of calendar ycar 1986 Mi ss ion Trust 
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Funds were dlplet ed Ind new flIIId S were not to be available unt iI several 
moilt Is latLer, atf er a del ayl ]colornic Sipport Fuld host count ry
agreement was finally signed, [n Mtay 1987, Prograi Office personnel
cited SA I1/Guan elan's increased portfolio eliiands and scarce Operating
Expense (OE) resources as reasons why greater flexibility was needed with
PDS fninding otlier than thait which v;as allowed by the Bure.al's PDFS 
po I uy sta teme nt .Progran f personnel int , "..AYE fundsFtice reolred 
[were I not always ... avail ahle in sufficient amounts at the right time 
to I0eet t he Mission's5 needs - firing the Mission to use P1),&S Funds on an
interim lasi s umr iI sufflicienl (T !was] available." An earl ier ProgranOff ice lemoranduim, in November 1985, lad raised an issue with the
Missi on's priacti( of paying K expenses with PlfS flding in order to 
reduce lemanuds on the Mi ssion's ope raLing expense btidget. 

No fnr-ul 1,,I ldance however, was issied by 
the IA(7Ilriau on appropriate

IID q1 1ises unti I April II!),7, which resu I Ied in IJSAI l)/Gliatearala' sinterprot ing allowabl,, uses 
 oF PtS Fund ing in various ways. For
example, the Piny raim OfF ice advisqedl Missi on personnel that PI)&S fNlds
could he used to cover critical needs that col]d not be coveted by other
funds. Cent roller personnel saw l)T&S Fundi ng aq a flex ible fund irg
device to finance unforese.n r'eqa il'eilients, incl1idii project activities.
Missiol p rsonle I stated that , prior to tit,. specific guidance,
determi i i i wi,it was a g ll iIne, 1)lfS act i vi t v was a ma tter of
iite.rpr'i atI ion ail PQl'l) w re el ect edac Li vi I ies l,"! of ten on an i nrorih Ibasis. Mission st-fa in cia.rge of scliedrling l'IDhS activities stated that 
they dli d not have a clear idea about what constitited an appropriate

activity prior to 
tle Burcau's April 1987 PlfS policy statement. Mission
staff agreed tulai thethe Agency siould develop clear gui tance describing 

appr zi ite act ivi tieus for PVC; funds.
 

By ingi rig Funds SupplimentS hrl to Mission operating experse budgets and 
project assiStance financial plans, less 1>1)4S funding was available forinlteildod purposes (& . short-term pro ject development and design 
act ivi ties). 

'ithout a c Iear idea aboiit wlia t const i tiLed an appropri ate PIJS act ivi ty,
ISAI1)/G(ait ral a al;di infonrml Iiidaice recei ved at reg ional conferences 
and from coinversations wi th lA/Bureau personnel in Washington, I).C. as abasis to use IlPlDh fund iriig as a flexible fundilng source. In oii opinion,
tills vi ew of l'l)f, flnldin, was given greater emphasis as tlhe Mission's 
project portftlio expanded aid i s operating expense budgets decreased 
(See [xlhilit 3). 

Oil , irs ]3, 11(,7, Hie ,it ini Amteri can ;iil Cari bbean -ureau issued
additi cnn I l'l f ' guil aice tiat was more flexihi , with respect to the use
and djollar Iimita ions of l'luIqS firnding. The Mission had deleted the 
proraiiirig of tihose activiti ,s identitFed diir ng the artit which did notcomplv Wit ile I aw, inOr, leni ent pri dance. Accordringly, Recormiendation
No. I(1b) is clo e lu lhe date of i ssuaince of this report. 

maajpient1tI l ("opwi'e nt[ 

The ISAI )/Gia(pIle1a ,i.ss isoil agreed with iur reconmmrendat ion that they make 
a conpiellensi ye review of thei r on-gfoing and plannel PIDhS activi ties to 
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enisuIre ti I a a ll t i ,.e ,atctivi. ips F'l)lrS na a!d we .re illwe.re iti I tltrn 
compli ant, wi t latest lt in America and Caribbean Bti-eati policy 
guid ance,. Concetrning Recomendat ion No. I(b), the Mission requested
closutl! o1 thi S pOrt iOn of tihe recommeridati on because all eleven
queStionied activities were eit hec d,,i ted r' oilm pitgraimiinut or are now in
compli ance Wil t lI latest lat in Ametrica a nd Car ibtwari JP),S gui dance 
issued ol Auutist 1), 1987. 'lu, also fhilly' ageowI with ",.uinrrwnation 
No. 2 'that sig'test e, issuarnce of a Mi ss ion Order wihlich wtill d provide
detailel instructions to Mission personnel about the proper tutilization
of Pl11,S idul lirl,. Th .issin request ci]OStir of this weconmiendation 
based on a mliss ion cuder ot ITW; liiiaLion id Management attached to 
itS hnlanemiieii Co ill"i '-; sn to the Reg i ona I Inspector

General /Audit/l>u,trc igalpa on Jiatnuarv d, 10-88. 

Office of 1's "t or- en tal:niicileit_. 

The Off ice of tie 1I secs , ()eie riI c ons i r Rec ommendat ion I(b)rs No.closed upo. i ssuance or tni s report. Recommendat ion l(a) will remain 
open tnt i I the ISAII),/(,uatemal: Mission formally advises the Regional
Inspector ,enral/Atdit/Tepur igallpa of tie reslts of its review of
programmed PD)&S act ivit ies. Recoirndldt ion No. 2 will remai n openbecause t he mi ssion Order at taciel to lSAI D/(hiateLraI a' Management:1as 
(olIei('Tits mo'nt on Jt;i"rary 1, IPH8 r l'etd to Mantagient, of Local Curlrrency
Funds rather thban Program l)o volopilent an I Support fiuiing,. Points of 
I-act ra i sed by 1lSA [rL eta I have. been l.Vi 01,4e(, and revi sits wererade wdhere app roprl-iate. II, li/Ct'ua tna la oFficial, tore afforded ftll 
access to tl i I Wto~kpepr for dLtai ed i nfonIIIat ion Wa)rtut audit
intervi ews, ftill &Ldaa and ot Ii r s0,olre locuellent atiott used int thlie audi t.
\ ftill text of IWIAI )/GnatI etiala's lanalgemrent Comiminents is shown in Appendix1. 
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•'. 	Admi ni st rat i e Cont rls ove r Pro!erailiewelopoent ai! Suppr t F.......ed
Act.ivi Lics Neede!d -- S iV rei rd.. ... . .... F_ , 

No IlSAIl)/Guatemala Mission Order existed regarding procedures to selectand track the Mission's pruraim devel opmnent anid support activities and
expend it ure s. Although the 'Mission Programi Office's intended procedure
was 	 to selNcA PlI6S acti vii es frem fonnal rvquest, submitted I), senior
Mission oft.icers, 
!PI)1S fundigig was sometimes reserved aid programmed for
activities that were approved only on an informal )asis, without. written
justifications ,as to how tie proposed activity tas Pl)FS- related or a
,hescrii tin 
tofits planned pIrpose ad oritput. The refore, tJe pirpose s
and Oi . ptit S Of Ihuse D0T act ivi t ies we e1 	 cotf Isei andl somet imes
misinterpreted. In ,addition, Program Office persouel responsi le for
monitoring the Mission's PD&S acColint were not sn rp about the 	financial 
status of any of tihe prograipned I'I)!S activities because they were not a lway's tpr,,viidCd copies of 	 the act ivit ies' coinmi ! ment and obligation
documientI s :mid becauise a reconici liat ion was 	riot Tied ofpra tli r statuls 
reports with Ie official M')TS records and the Coitroller's financ ial 
reports.. S iCe a r"concilin;ion of the different data was not made,
Pruogramil Office peisoiniel that scielti led new Mission PIFDS activities dil 
not iave acctiratI, Finrancial inilformatioil aboult lhe avafi labi I ity of 
I rop raoil f to f i ia1iCC rtw act i vi ties.tinds 


c(cOllliil(lifiv it ol No. 

We recoimeml (ha L ,ISAID!Gnatelalaissue SS i i iOn Crde: 

a) 	to presc ribe p rogrammlli lig procedures to select and monito r Prograii
l)evelopment arid Support activities; the Order should contairi guidance
that directs "lission persolnel to provide writ oen justifications for 
tle i r propose, PI-og raill 1)ve opiient andt Support c ile St s ( see 
Recommen(dat ion Number 2); ad 

I'iPir Ofti CC,b) 	to re (JU i [- l;Vii 'e sonine I t o reconc i l,-!oi a Illorit I y hasi s 
the fimamciil irifoniiatien contained in the P rogram Developiment ad 
Support 
Staiiis Report with the Prolirailn Dovelopment and Support 
data
shown on tIe Colitroller Off ice's Mission Accounting 
anrd Cont rol
 
System Reports.
 

i)
iscuss ilon
 

In tI e absence of Fonmal Mission Order guidance, there were problems with
 
the pro rainmi rig and mioni tori ig of Pl)S funds.
 

Infonua t PI)FS Pro rain in Procedure s - As of July 21, 1987,
[ISAl/hiatemila Iad niot issued 
a Mission Ordlt.r to pre::;cribe irocedlres to

select a(l1 tr ack P'1NS act ivi tis ani expend itiis. The rilotiiaI ope rating
 
procedire of tIi;,M Mission's 
 'rograi Off-ice, whicl ws re.sporisible forprograinliirg arld 10111(1 i iiij S ,clivities, to;ln- was sJecl proposed PWl)S',
acti vi t es 
 vn'(11vt
finli formal Ir ' Sit)iilt ted i' 	)lal(l chiefs. tfowevr,

PI)S f-iiris w niV- t=Mu; i arid propdin ei e rv,'d - allileI for i'l)JIS activi t ievs
whici weir apprv,,d iniformal Iv, withiou i review of a wri ttvi requSt
that- woiluld explain wh' tle 11)FS activity was needed, or how its purlpoSe
and output was PlIS-related. The Mission official stated thati, prior
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to i ssia[Ice of thIIo BulreauI's PI)hS guidance in April 1987, PIhS funding was
someti nes r-eserved and prog rammed for act i vi ties that were approved based 
on conversations between the Program Office and the requesting Division
Chiefs, with the expectation that written request of the activity would 
he sulinitted to the Program Office at a later date. However, the audit 
tear' s revi, ,w of PlKIS activities shown on le hue 1, 1987 PIWI)/S Status 
Report and p'rt rinern( mi ssion PI)S riles in(1 c a ted tiat a wri tten 
desc ipt ion 
 and .ist iticat ion for the activities was not always
submitted, For exainplo, a sipposeClly cognizant Mission official did not 
know Iiv s;evoile f, lIe act ivilies shown l had 
or how thev we(re l),S-related. Written justifications for the activities
could not be found in Mission PI),S files. Prog ram Office personnel cited
the lac of Agency uitance regard ing llD&S and programming procedures as 
a reason why tlie ictiviLies ite re informally approved 

on the report heen approved 

and prograimed. As 
a result, tihe had een a tendency in the past to mi si iterpret aril 
coIfIiso the purploses aind olitlputs of PlW'/S activities that were on]v
inforualI v app roved . They agreed that future Pl&S acti vi ty requests
should be siihstant iated with 'iitten descriptions and just ificat ions of 
the activities. 

Reconciliation Needed - Mission management was not able to effectively 
plan arnd 1iiinaio I(-- propo)sed ,l(] act. ire projects under PIV)h due tore-c or Is no t he nigi reconc i Ied between the Prop ran Office and the
Conit rol er's Off ice. Iwo Mission reporting systems monitor the status of 
USAII)/ natemala PIWS Fund irp. 'The Propram Off ice' s Prograin eDevelopment
and STqjport (lPl)DIS) Status ]epo rt tracks approved budget al lowances arld
obligation amnounts of scheduled and PID'S
on-going activities. The

Cont rol ler Off ice' s Ol igat ions and Open Reservation Status Report 
 is
 
generated Iby ISA\I)/ua t emala' s Mission Account ing and Control ,System
(MACS) and reflects official Mission PD&S financial information obtained
 
from Controller records and obligatinrg documents. The two systems report

diff(erent data that miust be reconciled and analyzed 
 by decision-makers to
 
ensure accirat e prog ramming 
 of Mi ssion PIM&S activities and funding
 
anount s.
 

A review of l'lKS pro ramming procedures indicated that the Program Office 
did not have an accurate knowledge or the financial status of many of the
activities it was monitorinp because: a) the Program Office was not 
always lprovi ded unpies of PIlhS act ivitv commi tment and obl igat ion
documiiient s, aind b) Prog rai Office personiel dIid noL perform a 
reconcil iat ion of the fi nanci aI infonimation shown on their P)IjS Status 
Report wit h t li Il) S fi nanc ial infor ation shown on the Controller
Office's MACS Repomrt. lrop ram Off ice Pe'rso line I stat e(f that a
 
reconc i I i atI i on of IIe, i nforna l i on on Hie Iwo report 
s was not inade (I1ie to 
other workl oal reqir i rements and the diff icult y in natching and comparing
tie inforimalion shown on the respective re'por ts. For example, the title 
of an act ivit y shlown on the I1] S Statiis Report was sollietitces different 
from the titie of tlie ac Li vii v siown on) the Cont rol] er' s report s, making

reconci liat ions 
 of the di ffuleil (data very L iin-coiSllinp. 

1Boili 1I- aiw,A I)i(;i li Propi ;i Lorirollr's (iffices recognizvol Lhe 
ilport aince of rec'nci Iiig tlie data ion the Lwo report s so that the 
Mission's available biudget allowance could be acciurately cornhtited, and 
fund inp for new l'PifS re qli relmen ts con 1dl le prograimne(l wilthin budget 
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al 0wa Ice's. "o Vase the reconci Iiation process of' the report s, prog ran 
ofifice personnel stat.ed tha t , wi th the proper ;issi stance, they would
adapt and refonrlat their Pl)('S Status Report to correspond, as much as 
possible, to the reporting criteria shown in the MACS Reports. The 
Controller's Office advised that such assistance would be provided.
 

Management CommenLs 

USAII)/Guatemala fully agreed with Recommendation No. 3, which recommended
issuance of a IJSAII)/Guatemala Mission Order to provide Mission personnel
instructions aout the proper utilization of PD&S funding and management
of PI)S resources. In a January 4, 1988 Memorandum to the Regional
Inspector General for Audit/Tegucigalpa, the IISAI l/Guatemala Mission

stated that it had enclosed a Mission Order (Referenced as Attachment I)deal i ng wi t0 PIS ut iIi zat ion and management with its submitted 
management comments, and cequested closure of Recommendation No. 3. (The
full text of IJSAI)/Guatemalaas Management Comments is shown in Appendix 
1.)
 

Office of Inspector General Comments
 

A review of the Mission Order attached to the .Janaury 4, 1988 ,Memorandum
indicated that it pertained to the Management of Local Currency ratherthan Program 1evelopnent ,i pport funding. Recommendation No. 3 remains 
open lntil the Regional Inspector General for Audit/Tegucigalpa isprovided a copy of IUSAIl)/Gualemala's Mission Order on PDI&S Funding, and
that this Mission Order is found to comply with the latest Agency and
IAC/Bureau PIS policy guidance. Points of fact raised by the Mission
have been reviewed and revisions were made where appropriate. 
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13. Compiance and Internal Control 

1. Comp Ii alice
 

The auilt disclosed instances of temporary non-compliance with PD&S
policy guidance issued and made effective by the Latin Anerican and 
Caribbean Bureau on April 7, 1987. As of June 4, 1987, IJSAID/Guatemala
had programmed one-third of its PD&S operating year budget for activities 
that were not PlDAS related or in accordance with Bureau and Agency 
gu(ideoi nes. 

2. Internal Control 

Two internal conIotl weaknesses were identified during the audit. Both 
deficiencies are discussed in Finding 2 of this report, and were 
primarilv cause, h' the lack of a Mission Order that night otherwise have 
pre sc r i bed prop,,r proc ed" re s to select, tr, ck, and reconcile PDQI
progralmed fundhis. !ue t o IW absence of this Nission Order, lID&S 
activities 
 were soiliet iin's sel ectel informa 1 ] withotit written 
justifications 1f how the ac t i vi iv was I)S- r IaI('d or a des(: ri ption of 
the i InteIIe,! lIirp(s," and oItpiIL( acti Vi t y. Ii add it ion, Mission 
nanapeme,-t abl in Vi plan 
on-going 

was lol te ft e ivly and manage proposed and 
I'JD6S aCt iVilieS WitLt hin avai lable K;nancial resouices because 

PID&S ohl ig t ions and co:1 l.ei ('iLt records we r, i ncoiipl e t et, and it 
reconc Ii at i on was not made of f i na nc i a I i nfonat ion shown on the Prog rail 
Office' s PI&S Stat is Report with oftic ial PlIAS data reported on the 
Control Ier Off ices MACS Reports. 
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AUI)IT OF USAI I)/(UATIM.A'S
 
PROGAM
 

DEVELOPMEN'T AND SUPPORT FUNDING
 

PART III - EXHIBITS AND APPENDICES 



EXIIIITI 

QUESTIONED PD&S ACTIVITIES
 

MISSION
 
PROGRAM OFFICE DELETED PDS ACTIVITIES 	 APPROVED AMOUNT 

1. 	Impact Evaluation of Project No. 520-0248, Rural 
lectri ficat ion $ 40,000 

2. 	Final Evaluation for Project No. 520-0281, 
Int eg rated Non-Fonna I Education $ 33,000 

3. 	Project Evaluat ion for Alt iplano lHiger 
El-dut iOil $ 10,000 

4. 	Audit of Small Fanner 1)iversification Systems 
Project No. 520-0255 $ 10,000 

5. 	 Support Evalu ation of Project No. 520-0288, 

Expansion 	 of Famu Iy Plaini ng Services $ 21,394 

Subtotal $114,394 

6. 	 Edicatinn \,viser (PSC) $ 97,000 

7. 	 Public le~alt h Adviser (FSN) $ 17,000 

8. 	 Credit Promioter $ 15,000 

Subtotal 1/ $243,394 

OTtER (IJESTIONEID ACTIVITIES 

9. 	 CAFETs (multi-sector education program) participation $500,000 

10. 	 Training Assistance $ 16,578 
(Purcha so of a COIpllt er) 

11. 	 Aiudit of Noii-Fona l Education Sector 
Project No. 120-0281I $ 8,780 

Sub t1oal 	 $525,358 

Tot a l 	 $768,752 

1/ 	 Denotes Projects and Activities agreed by the Project Office to be 
deleted.
 



Status of Fiscal Yeir ptFY)11)84 P!)&S Fundi ng: 

!,:Kvl.Y OF Ii F!%1 N 'TNI I I .IION 
H - -(:AIYL\J! ',%7 A(; N(; s; i'I III, 

A.- ("T "ARCf 3I , R 

Fiscal Year 

FY 8-1 
*FwA Tc: FY 85 
*]wd To: Ff 86 
*Fw! To: FY 87 

(As of 3 @i"8T, 

Budcet Allowance (B/A) 

$5S50,000 1/ 

Obligated 

$550,000 

(45,000) 2./ 
(17,000) 
(7,000) 

Percentage of 
B/A Obligated 

100% 

Amount 
Disbursed 

$117,000 

224,000 

130,000 
10,000 

PD&S UnliqIjidated Obligated
Bal. carried Fwd. to Next FY 

$433,000 

164,000 

17,000 
-0-

Oblgatic:. 
AinF Sche 'i, 

12 months 
24 months 
36 monthS 

Status of Fiscal Year 1985 PD&S Funding: 

FY 85 $1,330,000
*Fwj To: FY 86 
*Fwd To: FY 8-

(As cf 3'31'87) 

$1,315,000 
(28,000) 
(20,000) 

98.9% $237,000 
659,000 
188,000 

$1,078,000 
391,000 
183,000 

12 months 
24 months 

" 

Status of Fiscal 

FY 86 
*Fwd To: FY 87 

Year 1986 PD&S Funding: 

$1,400,000 $1,357,000 
(33,000) 

96.9% $294,000 
502,000 

$1,063,000 
528,000 6 months 5, 

1, Financial data was provided hv USAIDiGuatemala, Controller's Office. 
2" Denotes Ob1rations. 

.Assumes that last obli.zation was made on September 30, 1984. 
4' Assumes thatlast obligatior: was made on September 30, 1985. 
5/ Assumes that last obligation was made on September 30, 1986. 

Denotes For-ward 



EXIIIBIT 3 

MISSION OPERATING EXPFENSE BUDGEI' 
ALLOWANCFS AND CUNIlNIArIVE OPERATING EIXPENSE OBLIGATIONS 

OPERATING EXIENS 

BIUDGE IYALLOWANCE 

83 $1,84,400 1/ 

84 $1,166,400 1-/2/ 

85 $1,19,000 1/ 2/ 

86 $ 877,000 3/ 

A 

CIIJIIIA'l'IVE OPERATING 

EXPENSE OBLIGATIONS 

$1,S84,400 

$1,466,400
 

$1,49S,000
 

$ 877,000 

1) slpplemertal local cost support appropriation of $201,000
aVlocated to fkind 

was 
certain Mission local cost operating expens s for 

Fiscal years 1081 and 1985. 

2) Decreases i iqssi on Oper, t ing Expense Budget Allowances were also
(luo, in part t2 (u-,t i mTitel pvm\ieniitfs of certa in M ssion local costs with 
devalnvd yjIpt,zes. 

3) Does rivt inv Iiti host <oriit y trist fldi ng of $350,000 and local 
cost support of $117,000 tiat was availahlo to pay for Mission
operatin g expenses whiclh wre of a local cost nature. 



E.XHIBIT 4 

MISSION STAFFING LINELS 

AID FY FY FY FY FY FY 

CEILING 1982 1983 1984 1985 1986 1987 

9-30-79 

Permanent U.S. 
)irect Hire 16 13 13 15 20 20 18 
(Inc 1udes 
Internat innal 
Devl1 opnet 
Interns) 

US Prsonal 
Services 
Contractors N/A 1 1 2 5 2 4 

Fo-eign Nat ional 
Direct Ilir, 36 33 33 33 27 27 37 

long-Te ni 
Foreign Nat ional 
Direct Hire N/A 5 39 43 44 44 80 

Part ic ipat i np 
Agency Services 
Agreement N/A 0 0 0 4 4 6 

'5otal S2 52 86 93 100 97 145 

Fiscal Year 
Net Changes --- -0- +34 +7 +7 +1 +52 

Total Net Changes +93 



A,Ind ix F3 

UNITEI ST"A,TES GOVEKNMEN-FMemorandumA16;;zrandamUNCLASSIFiID
RIG,'A 'T, Coinaqe N. Gothard, or. DATE: January 4, 1988 

FR': 

5 F.JFCT: 

Anthony%I -Canterucci 
Direcfo< , tJ rA I! ua e lD 

Draft Aud it Rj.or t of USAID/Guatemala's 
oLment and Smupfiort Funds7No. 1-88-520 

Procgram Devel-

Thank you for the draft report of your audit findings
of Program Deveiopment and Support funded activities.The off icer chrcged with resr.ons ihi 1i ty for the PD&Soperation was out of coutry - Dr several weeks due to afamily emerqency. Reriuse of "his, we are late in sub
mitt i(l our r .'spoise to \'Mi. 

We wouldI i K to of f ,r the fol lowing comments on thedraft report. They are of both a general and specificnature and are presented below as requested corrections 
in thf_. drzift r<port. 

In addi tJon, with reqard to the draft report's recommendations, thie Mission would like to request the fol
lowinq: 

-- With rec ard to P'rcommenda tion No. I (a), the Mis
sion aqrees to carry out such a revieOw and providethe results; of the, "(view to tte Reqi onal InspectorGene:ral /Audt t ,/'I( tlea. a A, aJt 

--

--

With recakr] to Pei' ndFIIJJhat ion No. I (1,), the Mission requ,,:t s. t hat t hi s pr,-rt of tee'miendation No.I he e t'i r' t A , 1:tnr iV- ,, ilid icat kId thatal 1 l (eVfn' dCt i-i It 1 ilen1t if i t ,hy theI i t tuedlt1- I' jt}th.,r leIer , . t o r ,r i (,-C im ] an , withthe late t I,tCQI' G1t/r.:, 1 f e 8/ 3//H7; 

Wi tb1 rea to 1, ,C'('1i( it i , ,.. , 
rdrd 

t 1) 'Mi 5jshas I fssu aI - I,i.;, Ordtar ()!I thet. Ut jI izat a oi and 
managemen t of PD& S funIds 'ffect i ye 10/22/87, a copyof w],icl 1 s At t 1,,,t I, an r'usts thIat this
recomnernd;it aon he cl1 se. 

Bu.) U.S. Satringpr Bondi Rgularlj on the Pa- roll Savinpr Plan 



Append ix 

RIG/A/T, Coinage N. Gothard, Jr.
 
January 4, 1988
 
Page 2
 

GENERAL
 

First, the report is remiss 
in not providing any historical or 
background information 
on the nature/extent
of PD&S guidance that existed 
in earlier years (especiallv during the 
period 1984 
- 1986) as well as the
actions carried out 
by the Mission during this timie
prior to the most 
recent LAC Bureau 
PU)&S guidance.

draft report should first 

The
 
indicate that general and
informal guidance was avoi lable from the WA: Bureau onthe overall management of P1'& funds (pruviously, eventhough there was room for i m-rovein.,t ) . However, itshould be pointed out that the Mission feels that in nocase did the lack of more formal LAC Bureau guidanceand the Rure:u' s del eqat i05 of max imum fi ex li li'ty tothe Mission in the use of such funds lead to any uninitended uses of such funids. Lon mOre 1I1)(Ar-tant , thedraft report needs to provivi thle Missi(n1 w tnI fullcredit for a ct ions tIa t it initiated,. oin its own withrespect to tihe proper management of PD&S funds. These

actions consisted of the 
following: 

-- Outlining Mission guidance on the ut i I i at ion, man
agemient , antholi nat [on and report i nq (of PI)&S f unds,e.gq. , (It' I i 1g wi t ii t I(, atipp I i ca tl. ueses of ti')&Sf u',id s, s( ) (, of !1h act vi tie, pu to) heemployed, vet t. ( see I'ronram Of fi ce' a ?morandium of10/14/8G av At t gr'iimW.'. II ). 'II,. Mi.ss i o n even made 
sp 0 12<f f(rtV to c'areful ly d¢ l letsonai service t ; w i cl percorlt row'tor osts shold 1_, charged to 
program or admi ni st rnt i ,. cos 
ts aNi i mpl omen tedthis in a very s.'-suu.s;fil] m,-rnann r (se Pr ocr, fflice's at I uclo memo:rar dum of 11 !'/8, as At tach
ment III). 

-- Holding pe-r-i ,diC metings Curinc: th(, yea (at least 
once p(,r mon th) to revieow te sf a t us of 1PI)&S recnupst r; ,a-i fund t i i t ( l nm)III t t 1 in t ci e.isu re 
t( .y wyri ] ,- i I - with ? i ' r 

-- l-makin 1 C(W lt illo of forts to (1'.i t1the t.t Al .te nancial status of 'I)& acti vit Is by obtaining
copie, of dncumnh Itat sIerved a ri hl igatefund , ,,, I
a a; 
 I"'1 1 rr:i'rig periodi , recon~ciIia
t ions o'f finarcil il ifroiiition shown. con the Conl
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troller's MACS 
reports and 
Program Office's PD&S
status reports. 
 Due to these and other 
efforts,
Program- Off ice 
per sonne] 
 felt they generally had
accurate 
financia] iiiformation 
on the status of all
PD&S activit ies (evon in the absence of a formal
r(view anid t rackih.j systei) , iciuding the availability of furn. 
 to fi nance new activities.
 

Based on thse alctionis (and subsequent discussions withthe ,issioi, pr.,rson e.,l), everyone ill our .1 ission had agood ulnd-rst g O tof Vh coasti tuated an appropriatePD&S act ivity. The drft repo r t s houl )rovide suchbackgroujd i niform.ra t i give, the Mission credit 
 for
actions it h., t na n (ti t s own, and ref 1 ct the presence of su A undcrs tn on thei l ny part of the staff. 

SecolIdI , tIle N,issiniI (l inot adiinistrat i vely reserveor oil inCte eri, t Iird of its planned $;..2 million inPI)&S fun]s dar jn iFY 19P'/ for activities that were inappropriate o wh:icli were riot in compliance with Agencyarnd IAC( g a id Allureau ,rice. of the eight items identified initial ly (June, 1987) by the audit team as inappropriate (see Exhibit I) were not administrativereservations 
 or obligations but represented initial
plans srnt forth in 
the Program Office's (not ControllerOffice's) documents anrd wOre (eleted immediately afterdi .Suss]ouiwi th the audi t team. One of the three otherquestioned aict ivities i~ntrified later (see Exhibit 1)was iet aoil rdmiIistrative reservation or olligation butalso represr 1 ted a plan, e .ci_. , a sub-sector assessment
of ways to increase the ency ofeffici GUateMa a]'s primary educati on sys tem. Fur thermore, whil e the 1at teractivi t y was approved by blission Management aat planninj 
level of $;500,00h, i t was subsequently reduced a planning level of 1;300,000 to comply 

to 
with earlier LACBureau guidance (April, 
1987). However, this 
agreed
upon change thewith Office of HuIni Resources was not
reflecred 
on thehProgram Officc's PD&S Status Report in
July" ut ilst -'a ap unord onu tti. August report. Thismer v,r t Iri.g erI- i Wa!S C(;I& ftii] ''OX)l axrned to the aill itorsi (1 1i, r i i5 i'.:w mvio. of thewir f -ind irigs,they L,¢ refas, to dt, ,t. 

hut 
this i tel:. flr)ra thei r reporte sr, t 1. t-0(,41t .y darmn tt.Led thioemsel 1ves; that it was illcomplI arice wi t i the I lttost LAC ilreal guidance (State250(606) . The 
reh;,iniir lu two other qiestiJoned activities
(valued at 1;25, 000) were found to bo inl comnpliance with 

http:niform.ra
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the latest LAC Bureau guidance (see State 250606 which
is far more restrictive 
than earlier informal or other
guidance) by audit andthe team, funds were administratively reserved and obligated for only one of them (local currency generated trust funds were used for the 
audit instead of PD&S funds). 

Third, the Mission has never approved PD&S funds tosupplament Mission operating expense or project assist
ance budgets, nor has it ever approved PD&S funds toexceed Agency arid Congressionally approved budget lirnitat ions. TPh, Mission has only approved the use of PD&Sfunds to cover critical contractual program support,
personnel needs or fo:- project needs support such
evaluations wrlich were 

as 
iot budgetecd for in the project. 

Fourth, the Miss ion a:id AID/W does not agree that theintention of fulosPDS was to fund only activities 
thac occur before tle nosi a of t¢. po(j)c t aqreementor that they shc-u],d e .1iqui(iated witlhin , e year afteronliqgtion. PI)&S funds do not only exist because program rcsources are needed outside the project context
to permit non-project activities in support of the
sign of projects or o)road 

de
sectoral assessmenit/strate

gies Wit also to finai- !pre-project- assistanlce to accel era t e project impl emen tat ion such as training ofparticipants, short-term TA, etc. , to have in placeimmediately after project gra nt signature, in addition, while the Mission has always attempted to provide
goods and services within a 12 month period from thedate of olh] iqatioil, it is Iot realistic to expect aIllfunds to be liquidated within this period, e.g. , all
bills to be paid, etc. The latest LAC Bureau guidance
(State 250606) doesn't require this either. 

SPECI FI C 

Complementing the general conments highlighted above,the Mission feels it is important to list a number of
items mntioned in the draft report which are in errorand to request that the appropriate corrections be made 
as follows:
 

http:ppend.ix
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1, 6 PD&S fundin is designed to finance activities to get This statement is inaccurate and should be de
project underway only prior to project agreement sig-
nature, 

leted. PD&S fund-ling can be used to fund pre
project irmplementation activities to accelerate 
project imp lementation after agreement is 
signed. See LAC Bureau PL&S guidance in State 
250606 (1987). 

(b) 

4, 6, Over t750,000 of Mission's planned $2.2 million in This statement is inaccurate and should be 
8, 9 
Ex. 1 

PD&S prograu-ed funding was reserved or obligated 
for activities that were not PD&S related or in com-
phiance with Acen=,, and LAC Bureau fundinq criteria. 

changed. None of the Mission's planned 2.2 mi. 
in PD&S fundin, was administratively reserved or 
obligated for activities that ere not 
appropriate or in comliance with AID/W or LAC 
Bureau ciidance. All eight activities 
identified b%, the Audit Team as inappropriate 
uses of PD&S fur<3ing (valued at around $243,000) 
only represented initial approveJ plans and not 
administrative reservations or obligations. 
Thev were deleted as soon as the auditors 
identified them as inappropriate. Hoever, 
based on the latest LAC Bureau PD S quidance 
dated 8/13/87, funding was approved at the end 
of the fiscal year for an education advisor 
the reasons idJicate_. under item (d). The 

for 

remaining three other questioned activities, 
with an estimated value of 8525,C0, were found 
to be in conocliance with the ]atest LAC Bureau 
PD&S auidarce of 8/13/87 by the audit team. 
Fuirthermore, one of them (Caefts buy-in, or 
sub-sector assessment in the primary education 
area) was erroneously reoorted at a $500,000 
planning level when it should have been reported 
at a t309,0OO planning level, and therefore, 
should not even have appeared as a questionable 
activity. 
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(c) 

5, 6, 8 
10, 11 

Sicrnificant -,T-nts of PD&S fury]ing that were supposed 
to re cblionr-- arwi then liquidated <durinq a 12 month 
,ericr4 was erotr~h4 forward into future fiscal years 

This arn other related statements make little 
sense and should be deleted or modified substan
tially as there is little rationale for them. 

and not lioiat' 
of ohlioatiou, 

i unt il 12-36 months after the date Funds are obligated in the fiscal year in 
they are provided and generally take more 

which 
than 

12 months to be licuidated (e.g-, until all 
dishyrsem,ents are Fade). Thus the amounts of 
PD&S ftrnds beimq liqu~idated! over a period of 
12-36 months (most of which generally cccur in 
the first 24 -onths) from date of obligation do 
not amrear unreasonable, especially when there 
were co.traction issues on so e PD&S activities 
--the resolution of which prevented the 
liquidation of 
referenced LAC 

fu,ds any earlier. Farlier 
Bureau PD&S quidarce (4/87' used 

similar language but this was an error ard the 
latest LAC Bureau PD&S auidance corrected it 
(e.g., the provision of qoods ard services 
shouldn't end later than 12 months follc'ing the 
obliaation date). 

(d) 

5, 7, 8, Reccamendation that Mission takes action to stop PD&S Reort suld inssin has taken ac
9 furing of 11 activities that were identified during tion to aveid PD&S funding of 7 of the 8 activi

the audit as inappropriate uses of PD&S funding, ties identified 17, the audit team as irapro
priate. T1ne exception is the personal services 
contract of Bhvid Losk, an education advisor, 
wnose resconsibilities were considered tc be 
mostly of a projec desicn and suport 
(n.itorinr)nature coverino a nturer of 
pFrojects, a-_y 
to PrE)S (see 

t'e:,efore, appropiiately charged
Prca7_=m Office mrof 1/19;86 and 

latest LAC Bureau cuidance of /13,'d.7). <he 
ramjinino three other cuestioqed activitles were 
ountLn'to b in cC,!iance with the latest LAC -

Bureau u-, ance of 8 13/87 1y the audit team ;_nd 
the r-,xnt sho'd ir?'icate this. 
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6, 12 Past v-ue PD&S 
interpretations 
and resulted in 

quidance had allowed for overly broad 
of what PD&S furing could be used for 
unintended uses. 

The statement is not ful ly ac urate and needs to 
be .modified. While it is true that past AID/W 
and LAC Bureau guidance was very general, 
a ppicab31e PD&S uses were lzoc and] we kncw of 
no case where P!'-S fur-iiac resulted in 
uni:tcnI'A uses. 

(f) 

7, 8, 
11, 13 

The Mission's use of PD&S fundinq to supplement Mission 
operating expense budgets and project financial plans 
had effectively allowed the Mission to exceed AID anxi 
Congressionally approved budget limitations. 

The statement is inaccurate ancm needs to be 
delete. WhTile there has been a decrease in the 
Mission's oceratini expense 't-)uaet, over the p!st 
few years the Mission has not used PD&S furding 
to offset this reduction in OE. The Mission has 
never exceeded AID or Congressionally approved 
budoet limitations. 

(g) 

9 The primary purpose of a PD&S funded limited scope 
aqreement between the Mission and the Covernment of 
Guatemala's National Economic Planning Council 
(SEGPLAN) was to provide the Mission with funds to 
buy a perscnal ccrmputer system and not to provide 
"Training Assistance Support". 

This statement is inaccurate and should be de
leted. The Mission agreed to procure an urgently 
needed ccmputer for SBGEPTAN to assist it in 
strengthening its capacity to plan for, coordi
nate and evaluate the country's many participant 
training programs with AID. 

_1 
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() 

10 

(i) 

The report indicates that the auditors found instances 
where PD&S funds were programmed as a project funding 
subsidy to finance evaluations and audits that: 
(a) were required and budgeted for in the project 
agreement; (b) were not required nor budgeted for 
in the project aareement; or (c) were required but 
not budgeted for in the project agreement. 

12 By using PD&S funds to supplement Mission operating 
expense budciets and project assistance financial 
plans, less PD&S fundinq was available for intended 
purposes. 

(j) 

12, 13, 
14, 15 

A lack of formal guidance by AID or the LAC Bureau 
until 4/37 resulted in the Mission interpreting 
allcwable uses of PD&S funds in various ways. 
Mission personnel further stated that PD&S activi-
ties were often selected on an informal basis with-
out written justifications. 

REQUIRED (X)RRFA-rION 

This Mission has no problem with part (a) under 
this statement, upon which it agreed to delete 
a number of items, but parts (b) and (c) are both 
acceptable reasons for the use of PD&S fundinq 
and recommrends that the report reflect this in 
its ccrmnents or delete any reference to them. 

As indicated earlier, this statement is 
rate and should be deleted. First, PD&S 
were not used in this way, and secondly, 
ficient amount of PD&S funds was always 
available for intended purposes. 

inaccu
funds
 
a suf-


These and other related statements are inac
curate and require rmodification. As indicated
 
earlier under general comments, general guidance, 
while not formalized, was available from AID/W
 
and the LAC Bureau on the applicable uses of PB&S
 
funds. In addition, the Mission established its
 
own guidance for the uses and management of PD&S
 
funds which were well understod by everyone and
 
did not require further interpretation.
 
Furtherrrore, PD&S activities were not selected 
on an informal basis; Mission personnel 
submitted requests to the Prcgram Office and 
these requests were reviewed to ensure that they " 2 
were in accordance with Mission guidance. Col 

H. 
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(k)
 

The report indicates that Mission officials stated 

that since the LAC Bureau's interim policy statement 
did not require them to stop PD&S funding of activi-
ties that did not comply with such guidance until 
the end of FY 1987, no adjustments were required for 
activities already obligated, 

(1) 

15, 17, The report indicates in several places that Program 
Office personnel responsible for monitoring the Mis-
sion's PD&S account were unsure about the financial 
status of many of the activities because they did not 
always receive ccopies of ccm-itment and obligation
docurments and because of a lack of reconciliation 
between the Controller's financial reports and the 

Program Office's status reports. Consequently 
the report indicates that the Program Office 
did not have accurate information about the availabil-
ity of funds to finance new activities, 

2264r
 

REQUIRED CORRECTION
 

This statement is inaccurate and should be de
leted. First, the Mission removed immediately
 
all the eight PD&S funded activities that the 
audit team found inappropriate in June 1987. 
It also made subsequent adjustments in other 
items that were not needed to be funded under 
PD&S even thouch the auditors later agreed that 
they were in compliance with LAC Bureau 
guidance. A case in point was the Mission's
 
decision to use local currency generated trust 
funds for an audit of the Non-Formal E lucation 
Project No. 520-0281 rather than use PD&S funds. 

The statements are not fully accurate and require 
modification. The Program Office continuously 
made an effort to obtain up-to-date information 
on all PD&S activities including final approved 
dccimuentation to reserve and obligate funds and
 
conducted periodic reconciliations of informa

in the Controller's ad Prograrn Office's
 

reports. As a result, the Program Office felt it 
had sufficiently accurate financial information
 
on the PD&S account to reach decisions on the
 
funding of new activities. The Program Office
 
is also now performing monthly reconciliations
 
based on new reporting format to ensure
 
up-to-date financial information at all times.
 

Iion 




2 APPENDIX 

PD&S GIlI DEL INES 

New Interim PDIS Guidelines - The essence of the policy statement wasthat PDS funding was to he used for those required project developmentan(i design activities that occur prior the ofto signing the project
agreement. 

Inappropriate uses of PlS funds outlined in the policy statement includefor exampl e, the IT)S funding of sinigle act i vities g reater than$300,000. These act ivities were to he levcloped into discrete projectsor comp(olit s o, 'i;rger -)projects. PIIS fhndrinFig was also riot to he uSedto f-, na crCe cont1 rac t eilipl o''ees who gone raI IIv perform (llut anidi esresponsi hi lit s niilial Ily assignel to U.S. al foreign natjorr di recthiire personnel. As rquird in "anbook 19, (Chpter 111B, tie salaries,benefits, and supi)ort ie.costs allowances, travel arid transportation,hoisin g, aln office expenses) of these IU.S. and torein natiornaldirect-hire persolile i are 
to W finded witi mission operating expenses.Aliso finded nder Missi n operating expenses a N! coIstr ! tanLtscontractors, PASA, aind RSSA personnel who are engaged primari Iin Agen cymanagement 
and surpport fttluictions. Handbook 19 al]so stales that te costsof ". . (onsumltanits, cootlrac tosis, PASA, RSSAarid personnel engaged inproject or proraln imIplnimentat Iion incl iding feasibility studies, projectdpsign, amd evalral l ion are proict costs "Ind ari-e FInded fron prog ramappropriat ions." Te LAC Bureai policy Statenient Further aided tiatthese coitrFactor costs a( for contracts,; greatcr 
if 

than a yetar, projectri'jther rOoli'inllS funSdi int1(1ihe used to pay forhhOg the conlrac tS costssince they are attributable costs to the project,frund ing Pto 
n add ition, NI)&Swais iot to ibe use prrchase non-expe n dable commodiit ies suchcormputer irdwi, arndi office 

as 
eqipment. These pircilases were to he mardce

with Of, or pioject fillds. 

Evaluations and Arilit s -Handbook 3 as well as g ood project rrmanagelleitre qrir; ti -i)-g-Tit anid loan finranrced projects evaliuatedare alidaudit e, at regilar intervals. The need for independent aidits of projectfunds was Icmpiasized in icy Statement 6 ofalso exist ing AA/M PaymentVerification Policy Guidlance distrihuted worldwide in December 1983.Consequently, iIP&S shourld not he irsed to pay -or projectfunds 
 audits andevalnaLions that buiipctedwere for in 1.1he pro ject financial plan.Similiarly, PDtl5; funds silId not be a
used as subsi dy to financerequi red cost s thwit othe rwi se hlid have been bndgeted for in theproject's financial plan. (Godh project uanagemient dictates tint adequateprojec t Ciid e set asidlie in the project ag reemenit finaicial plan topay for costs of rout i ue aii its and evaluations that willthirroughot i inp leien, at 1 occuri n, I the life of the proj ec t. On August 13,1987, final guidance on the use of P)DhS. fund i ng was issued. 
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REPORT DI STR I BUT ION 

No. of Copies 

Di rector, 

AA!A 

LAC/DR 

LAC/DP 

I,AC/GAP/C 

IJSAID/Gliatenala 
S 

2 

1 

1 
1 

LAC/(CONT1 

LAC/GC 

LAC/RLA Is 
AA/Nf 

1 
GC 1 
1,EGi 

N/I ,/AS) 

PPC/C1I : 

AA/XA 

3 

3 
1 

IG IC 1 
AIW/A 
I G,/ PPO 

IG/L, 

IG/FIS/CR 

IG/I 

RI G/I/T 

2 
2 

12 

1 

1 
1 

Other RIG/As 1 


